by a former Finance Minister of Cuba at the first meeting of the Inter-American Bar Association which took place in Havana, March [24] [25] [26] [27] [28] 1941 . He stated that, if the example of the United States in this respect were followed by other countries in this hemisphere, the results might be disastrous for inter-American business. When made aware of this danger, Congress adopted a method for removing the discrimination which at the same time enables the treaty-making states to modify tax laws and practices obstructive to trade, and in general to prevent extraterritorial and double taxation.
In other words, the amendment to the Internal Revenue Code bespeaks a policy of bringing about hemisphere economic solidarity through the adoption in treaties of principles of international tax law. It is therefore opportune to trace the broad outline of the development of such conventions.
In the days of Hugo Grotius, international tax barriers to trade were not a problem, and the Father of International Law had no occasion to include taxation in his great treatises. While, from the beginning of history, governments have had to be supported by the people, the contributions or levies of various kinds were purely local and were apparently not considered to be obstructive to trade with neighbors or nations overseas.
With the coming of the nineteenth century and the increase in governmental costs, the art of collecting taxes advanced as well. European governments had recourse to business license taxes and sought to impose these even upon foreign shipowners. The income tax, originating in Great Britain in 1799, and the tax on total wealth, developed in the Netherlands and central European states, accelerated the spread of double taxation inasmuch as states did not confine their taxes to property situated in, or income from sources in, their respective territories. Some states exercised jurisdiction over an individual's entire property or income merely on the ground of his residence within their territory; others sought to impose taxes on the total property or income of nonresident citizens, regardless of situs or source.
As international trade expanded and individuals combined their resources in corporations, tax problems increased, especially as rates soared with budgetary exigencies during and after World War No. i. The same income of a corporation doing business in two or more countries was subjected to tax both at the corporate domicil and at the income's source abroad. Branch offices in one country of corporations domiciled elsewhere were taxed on profits well in excess of those attributable to the branch's activities (whether selling or manufacture). If a subsidiary were organized either to avoid such difficulties or for other reasons, some countries extended their fiscal arms abroad to reach the parent corporation-and sometimes even a grandparent corporation. And if any income survived these taxes, then the woes of the shareholders began. A tax on dividends might be withheld at the source while the same dividends were subjected to tax at the shareholder's domicil. And, if he collected through a paying agent in a third country, it too might withold a tax.
The movement of goods was obstructed by subjecting them to both export and import taxes and by levying license taxes on both exporters and importers. Stamp taxes were imposed on bills of lading and drafts by both shipping and receiving countries. Traveling salesmen and their employers were subjected to taxes in foreign countries, even when the salesmen's visits were brief, and again at their homes.
There were some efforts in the nineteenth century to deal with these evils by legislation and treaty, the first measure known to the author being a Netherlands law of 18191 which exempted foreign shipowners from the Dutch business license tax provided Dutch shipowners were-given a reciprocal exemption. However, the movement for the prevention of double taxation has been particularly active since the Peace of Versailles. Business men found their post-war efforts to renew commercial relations seriously hampered by the cumulation of high rates on the same income or property in two or more countries. increased commerce that should result. Broadly speaking, depending upon their economic interests, they have followed one or more of the following procedures.
I. PRovisIoNs BENEFICIAL TO ALIENS AND FOREIGN CORPORATIONS
The surrendering or restricting of their tax jurisdiction over the activities, income or property of aliens and foreign corporations in their territory, sometimes on condition of reciprocity, sometimes unconditionally.
(a) Exemption of shipping and air navigation enterprises
A century after the Netherlands reciprocal exemption law," the United States decided it would be wise to cease struggling with the problem of trying accurately to determine the income earned in the United States from the operation of ships by the citizens or corporations of foreign countries, and offered to exempt them if a reciprocal exemption were accorded to American shipping enterprises. 7 During the last two decades this so-called principle of reciprocal exemption has been embodied in over seventy understandings concerning shipping profits between maritime countries, 8 as well as in numerous general tax treaties. 9 With the development of aviation, and especially in view of the large extent to which air transport enterprises are subsidized by their governments through mail contracts or otherwise, this rule has also been applied to such enterprises in some legislation 10 and in over five special agreements on the subject,' 1 as well as in several more general tax conventions. 12 
(b) Exemption of sales through brokers and commission agents
Countries interested in developing their home markets for raw materials, other commodities and securities have also found it expedient to exempt income derived by foreign enterprises on sales of such commodities or securities through local commission agents or brokers, and to limit their tax jurisdiction to the earnings of such agents or brokers. They found it practically impossible to determine the income of the foreign enterprises derived from such transactions because of their inability to ascertain costs and the difficulties in separating hedging transactions, speculative dealings, and transactions in an actual commodity. Furthermore, attempts to collect the tax merely drove the business to other exchanges or markets. This exemption has been granted by legislation, in most cases unconditionally,' 3 and has been incor- To facilitate the development of commercial relations, some countries have found it expedient to refrain from taxing the foreign traveling and other business representatives, who come into the country to sell the goods of their employer or to purchase local products, in respect of income earned while in the country during brief visits. 10 The amount of tax involved is usually small and is not sufficient to justify the trouble involved and the ill will often engendered in trying to collect the levy. Furthermore, such persons are generally subject to income tax in the countries where they normally reside, and the imposition of a levy on earnings in the country visited constitutes burdensome double taxation. Furthermore, to encourage the export of their products, most countries exempt any profit considered to be derived by a foreign enterprise from purchasing local products through an agency or branch. 17 No profit is actually derived by the foreign enterprise until the products purchased in the country are sold abroad, and it is impossible to determine what part of the profit, if any, is attributable to the act of purchase in the country.
(e) Allocation to branches: Rules of Fiscal Committee
Most countries in their laws' 8 or treaties' 9 have restricted their jurisdiction over a foreign corporation with a branch establishment of some kind within their territory to the profit attributable to the activities of the branch as distinguished from those attributable to the head office and branches in other countries. Thus if a foreign enterprise manufactures abroad and merely sells its goods at the establishment within a country, the latter taxes only the profit attributable to selling and leaves the profit attributable to manufacture to be taxed where the factory is situated. On the other hand, if the foreign enterprise produces a raw material, such as a mineral or agricultural product, in one country and sells it at a branch in a second, the former country should limit the basis of its tax to the profit attributable to production and leave to the country of sale the taxation of the sales profit.
This raises the question as to how the profit should be divided between the different countries. After studying the matter during three years, 20 mittee of the League of Nations drew up a draft convention embodying its decision that the most practical solution would be for countries to conclude agreements stipulating that an enterprise of one country having a permanent establishment in the other should keep for such establishment separate accounts which would reflect the net income it would derive if it were an independent enterprise engaged in the same or similar activities under the same or similar conditions. 21 Accordingly, transactions between such establishment and the rest of the enterprise would be reflected in its books at the same prices that would prevail if it were entering into a contract with an independent enterprise. Such prices can generally be verified by a comparison with actual dealings with third parties, or by published list prices or known market prices. 22 A procedure for making a presumptive assessment in case the tax declaration cannot be readily verified is also contained in this draft convention. 2 8 (f) Exemptions or low rates to attract foreign capital To attract foreign capital, some countries have specifically exempted interest on foreign loans to domestic corporations, as was done by Germany 24 and Italy, 2 5 and to attract the investment by foreigners in shares of local companies, they have either refrained from taxing dividends (e.g., Italy) 2 6 or have applied only a low withholding rate (e.g., Canada where the rate, until April 30, 1941, was 50/27).
(g) Patent and copyright royalties Moreover, to encourage the development of local industries, governments, in concluding tax treaties, have often limited themselves to the taxation of the profit derived within their territory from the exploitation of the rights under patents and copyrights and have exempted the royalties paid to licensors residing abroad, so that they will be taxed only in the country where the recipient resides.
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II. PROVISIONS TO HELP NATIONALS AND DommsTc CORPORATIONS
The foregoing represent concessions made to foreigners, but out of enlightened self-interest countries have helped their own nationals and domestic corporations, with business establishments or other investments in a foreign country, by acknowledging the prior right of the latter state to tax income from sources therein and giving some relief from the home tax in respect of such income. By such a unilateral " Id. art. III (2). "Id. art. III (3) and (4). " Laws of June 9, 193o, and Oct. i6, 1930 (193o) measure a country encourages its nationals and corporations to trade abroad and bring their income home where it increases th wealth of the country when paid for goods or as salaries, dividends and interest. The Netherlands was a pioneer in this type of relief. In 1893 it permitted a resident individual deriving income from a Dutch colony to deduct from the graduated tax payable to the Netherlands the tax he had paid in such colony. This deduction has since been extended to cover taxes paid to a foreign country 29 The same principle is found in the laws of France 30 and Italy 31 which exempt domestic enterprises from profits tax in respect of business income allocable to a permanent establishment in another state; and this principle has been incorporated in most of the general bilateral treaties, over sixty in number, to which European states have become parties since 1920. 32 The credit for foreign taxes allowed by the United States has the same effect with limitations 03 III. TREN oF TREATms-Tim MExico CITY DRAFT Largely due to the pioneer work of a series of committees of the League of Nations culminating in the Fiscal Committee, 3 4 which has had throughout the collaboration of the International Chamber of Commerce, 5 there has been a trend during the last two decades to negotiate bilateral treaties embodying solutions to prevent double taxation of all categories of income in the manner outlined above. The network of bilateral treaties between European countries, embodying essentially the same principles, constitutes in effect a multilateral treaty. 36 A synthesis of the most up-to-date provisions in the sixty-odd general treaties and of model conventions relative to the taxation of income formulated by the League committees, 0 7 as well as of the League draft convention on the allocation of business income for tax purposes, 38 is found in the model convention adopted as a first reading by a regional meeting of the Fiscal Committee at Mexico City, June 3-15, i94o. 9 The meeting was attended by experts from Argentina, Brazil, Mexico, Peru and Venezuela, as well as Canada and the United States. Hence it contains the results of a joint effort of experts from many of the states of the Western Hemisphere to formulate a model that can be followed in negotiating bilateral treaties among themselves. It is an important step in developing international tax law in the Americas with a view to facilitating commercial intercourse.
Relation of Tax Treaties to Commercial Treaties
There already exist between various countries of this hemisphere two general categories of treaties affecting business: (i) trade agreements concerning the rates of duty to be applied upon the importation into one High Contracting Party of the products of the other Party, 40 and (2) treaties of friendship, commerce and consular rights. 41 The latter category is intended to govern the rights of the citizens and corporations of one High Contracting Party to enter the territory of the other, open business establishments, acquire property, employ agents, have access to the local courts, and in general exercise the rights and enjoy the protection that is necessary for commercial intercourse. Such agreements generally contain a clause that the nationals of one country within the territory of the other shall not be subject to other or higher taxes than nationals of such other country 42 but obviously such a clause should be supplemented by rules specifically formulated to define tax jurisdiction in such a way as to encourage mutual trade.
Basis for Inter-American Treaty Regime
To complete the treaty regime, tax treaties should also be concluded along the lines of the Mexican City draft so as to remove unnecessary obstacles to trade, and prevent extraterritorial, discriminatory, and double taxation.
These unnecessary obstacles are removed by i) reciprocal examination of shipping and air navigation profits (Mexico City model convention, art. 5);
2) reciprocal exemption of sales through traveling salesmen, commission agents and brokers (art. 4);
3) reciprocal exemption of business visitors from one country who are in the other for less than i8o days in the aggregate during the taxable year (art. 7 (i)).
Extraterritorial taxation is prevented by the provision that a contracting state should tax the business income of an enterprise of the other state only to the extent that it is allocable to a permanent establishment within the former's territory (art. 4), and by the rules of allocation in the protocol.
There may also be occasion to preclude the extraterritorial application of a country's dividend tax to dividends distributed abroad by a foreign company to its shareholders resident abroad. 
